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Relationship Between Unit Labor Costs 
and Pattern of Trade 



At the exchange rate derived on p. 15.1 the US/UK wage ratio is 1.5. 
That is: 


Wage in US (W us ) expressed in pounds = £1.5 
Wage in UK (W UK ) =£1. 1.5/1 = 1.5. 


In the wheat industry, the US has a productivity advantage relative to 
UK of 6/2 = 3. That is output/hour in wheat in US = 6 bu/1 hour while 
output/hour in wheat in UK is 2 bu/1 hour. 

3 > 1.5 so US exports wheat. The US productivity advantage offsets its 
labor cost disadvantage in wheat. 

In the cloth industry, the US has a productivity advantage of only 10/8 
= 1.25. 1.25 < 1.5 so US imports cloth. The US productivity advantage is 
insufficient to offset its labor cost disadvantage. 

The rule for any product is therefore that it will be exported by the 
country with the lowest "unit labor cost." (ULC) . 


total wags cost involved in production _ wxh 
totalnumber of units produced q 


where w = hourly wage, h = number of hours used in production, 
and q = number of units produced. 


We have shown that the US will export a product if: 



16.2 


Th i s can be rewritten: 


(iuK i k UK <lus/ h US 
W UK h UK ^ W US h US 

Quk c 1us 

ULCuk > ULCug: 


In %he Sicardian world, OLC determines trade. Hjp'-’the real world, where 
labor is not the only cost of production, ULC is important but not the only 
determinant. Nevertheless, labor costs are important enough in many product 
lines rhar they are a good index of competitiveness. For that reason, ULC 
indexes are often watched, by international economists, especially in 
manufacturing . 1 


1 Because there are world markets for intermediate goods, labor costs can be a key variable in cost differentials. For 
example, steel industries in various countries can buy coal from the world coal market. Hence, although coal is an 
important input to steel, it will not be a source of much variation in costs between steel industries in different 
countries. Unit labor cost comparisons in index form between the U.S. and other countries are available from the 
U.S. Bureau of Labor Statistics. 



